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SUMMARY AND PROSPECTS 


Fueled by strong performances in both the agricultural 
and manufacturing sectors, the Indonesian economy grew 
by 9.6 percent in real GDP terms in 1980. While 1981 and 
1982 growth will likely slip to between 6 and 7 percent, 
these growth rates will still be consistent with histor- 
ical trends and considering the recessionary level of 
international demand for many of Indonesia's primary 
commodities are a real testament to the effectiveness 

of Indonesian macroeconomic policies. 


After substantial current account surpluses in both 1979 
and 1980, the Indonesian balance of payments will move 
into deficit again in 1981. Rapid decreases in non-oil 
export earnings are primarily the cause for this turnabout, 
although somewhat softer oil demand has also been a con- 
tributor. At the same time, the booming economy has 
continued to suck in imports at a 25-30 percent annual 
rate of growth. Substantial foreign exchange reserves 
and an excellent credit rating should ensure, however, 
that Indonesia can handle the current account deficits 
expected for the 1981-1983 period. 


While the prospect of flat oil revenues for the next couple 
of years will influence government planning and the setting 
of priorities, there will continue to be excellent oppor- 
tunities for American business. Major government projects 
in energy, minerals, notably coal, and heavy industry 
ensure a growing demand for American consulting expertise 
and capital equipment. The planned development of back- 
ward and forward linkages in the manufacturing and primary 
product processing area will provide opportunities for 
export sales and services. While foreign investment in 

the non-oil sectors has stagnated somewhat of late, the 

GOI remains keenly interested in foreign private invest- 
ment as a means of acquiring capital imports, technology 
transfer and managerial skills. 


ECONOMIC BOOM IN 1980/81 


The 1980 boom in the Indonesian economy was propelled by 
massive, largely oil-financed public expenditure programs 
and supported by a record rice harvest. In his August 15 
State Address, President Suharto announced substantial 





upward revisions of the official estimates of Indonesia's 
economic growth rate in 1980/81 from a real GDP growth 
of 7.1 percent to a revised 9.6 percent. Growth of the 
manufacturing sector was put at 21 percent, of construc- 
tion, trade and transport at around 10 percent, services 
at 14 percent and the whole of the agricultural sector 

at an impressive 5.5 percent. 


While there appear to be some soft spots in the economy 

in 1981, GDP real growth will still likely exceed 6 percent 
for the period. The rice harvest is expected to be even 
larger than last year, and other food crops also appear 

to be doing better than usual. Government development 
programs and oil sector-related programs as well as public 
sector industrial investment are moving well causing a 
strong upward effect on construction, transport and 
services. There seems to be lower demand, however, for 
textiles and other light manufactures, perhaps reflecting 
the effects of a substantial reduction in non-oil export 
earnings on domestic demand for many consumption articles. 
The combination of somewhat bleaker market prospects and 
the attractiveness to local investors of keeping funds 
offshore given high U.S. interest rates has also apparently 
slowed private investment somewhat. 


The Indonesian Government has made considerable progress 
during the past two years in reducing inflation. Consumer 
prices as registered in the 150 commodity basket for 17 
cities in Indonesia rose about 17 percent in 1980 and 
appear likely to be cut to 10 percent for 1981. This 
success has been due to a number of factors, some for- 
tuitous and some the result of government policy. The 
single most important factor is probably the record rice 
harvests of 1980 and 1981, but the strengthening of the 
rupiah vis-a-vis European currencies and the yen as well 
as the decline in non-oil commodity prices have also been 
important factors in lowering import costs as well as 
domestic prices of exportables such as coffee, tea, wood 
products, etc. Reduction in net foreign assets due to 
slower export growth has contributed to a slowdown in the 
rate of growth of monetary aggregates from a near 50 percent 
pace in 1980 to a 25-30 percent increase in 1981. These 
factors coupled with the free foreign exchange regime that 
allows any excess money holdings to flow out through the 
balance of payments rather than bid up domestic prices 
should contribute to a moderating inflation rate of about 
10 percent for both 1981 and 1982. 





A review of the sectoral growth rates for 1980 indicates 
the increasingly important role being played by the 
Indonesian manufacturing sector. Manufacturing production 
has been one of the most buoyant sectors of the Indonesian 
economy, growing by about 13 percent on average in real 
terms during the past five years. Industrial growth has 
been particularly rapid in heavy and intermediate industries 
such as metals, fertilizers, plywood, paper, petrochemicals, 
cement and glass where the public sector plays a pre- 
dominant role. The government's determination to ensure 
maximum utilization of the country's vast natural 

resources and the concomitant need to earn foreign exchange 
and tax revenue as well as provide inputs for downstream 
manufacturing means that such capital-intensive projects 
will have high priority in the future as well. 


The government also recognizes the need to stimulate the 
development of the labor-intensive manufacturing sector 

in order to both create jobs and expand the country's 
export base. The economy is faced with the challenge 

to provide ever increasing numbers of jobs for the nearly 
2 million annual new entrants into the labor force. It is 
estimated, for example, that the booming modern industrial 
sector and the construction sector account for approximately 
1 million and 800,000 workers, respectively; total 
employment figures, which are approximately equal to one 
year's new entrants into the labor force. Cottage and 
small-scale industry in contrast employ about 4 million 
people while agriculture accounts for about 30 million. 


BALANCE OF PAYMENTS MOVING INTO DEFICIT 


After substantial current account surpluses totaling overall 
some $3 billion in FY 1979/80 and 1980/81, it is becoming 
increasingly evident that there will be a dramatic shift 

in FY 1981/82 to an estimated deficit of approximately 

$1.5 billion. This sharp reversal is due primarily to 

large declines in non-oil export earnings, particularly 

in coffee, rubber, timber and palm oil. The drop in 

rubber and coffee earnings is due principally to substan- 
tial price declines. In timber, government policies, which 
restrict log exports and encourage domestic processing, 

have affected export earnings, at least in the short run. 
Palm oil exports are down substantially primarily because 

of increases in domestic consumption. All things considered, 





non-oil exports will likely not exceed $4 billion in 
1981/82, a sharp reversal of projected earnings of 

$6.2 billion for the period and a decline of 35 percent 
from the 1979/80 high. Oil and LNG earnings are holding 
up well considering the current world oil glut and will 
likely exceed 1980/81's net of about $10.5 billion. 

While current data on import transactions are unavailable, 
imports and service expenditures appear to be rising at 
an annual rate of 25-30 percent, roughly in line with 
increases for the past 2 years. 


Projecting a scenario over the next two to three relatively 
flat oil and LNG revenues, gradual improvement in non-oil 
exports and continued 20-25 percent growth in imports, 
Indonesia can expect to run a series of current account 
deficits of as large as $1.5 - 3.5 billion per year. While 
these deficits will put pressure on government budget 
revenues, Indonesia should be able to handle these 
stringencies without cutting its GDP growth below 6-7 percent. 
Expected capital inflows, including an annual $2 to 2.5 
billion in project assistance, will come close to financ- 
ing the deficit. The government should have no difficulty 
borrowing the rest or financing it out of reserves. 


Official foreign exchange reserves stood at $6.7 billion 

on September 30, 1981, and, in addition, the government 

can call on approximately $3.5 billion in reserves held 

in commercial banks. Indonesia's international credit is 
strong; the government borrowed $400 million at 0.5 percent 
over LIBOR in January 1981 and recently came to terms with 
BA Asia Ltd., Industrial Bank of Japan and Lloyds Bank 
International to head a syndication for a 10-year, $300 
million loan at 0.375 over LIBOR. Indonesia's external 
official debt was $14.9 billion as of March 15, 1981, with 
an average maturity of 12 years and an average interest 
rate of 7 percent. The debt service ratio as a percent of 
net oil and non-oil exports is approximately 13 percent. 


OIL EARNINGS FLATTENING OUT; COAL PROSPECTS BRIGHTENING 


Oil and gas play an extremely important role in the Indonesian 
economy. In 1980 the petroleum sector contributed 25.2 
percent to Indonesia's Gross Domestic Product and, in 

Fiscal Year 1980/81, contributed 69 percent of budget revenues 
and 73 percent of export earnings. With the current world 





supply and demand situation what it is, however, is 
unlikely that Indonesia's revenues from petroleum will 
continue to rise at the accustomed rate of the last fe 
years. 
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Nevertheless, overall prospects in the industry remain 
favorable. Production for the first six months of FY 81/82 
averaged 1.6 million barrels per day, slightly above the 
1.58 million registered in 1980. Pertamina is projecting 
an average production of 1.64 million barrels per day for 
FY 1982/83. While crude premiums have been eliminated, 
official prices remain unchanged and demand for Indonesian 
crude is still relatively firm. Oil revenues for the first 
six months of FY 1981/82 are reportedly 49.7 percent of 
budget, and the GOI should come close to meeting the $19.8 
billion gross oil and gas export earnings projected for 

FY 81/82. 


Indonesian policy makers are currently preparing the 

public for essentially flat oil revenues for 1982 and 

have called for belt tightening in the areas of routine 
budget expenditures and increased emphasis on non-oil 
revenue sources. There is also recognition of the budgetary 
effects of the $2.4 billion (over 10 percent of total FY 
81/82 budget) domestic oil subsidy in a period of budgetary 


stringencies. An approximate 10 percent annual growth in 
domestic consumption partially encouraged by this subsidy 
means that the projected gradual increase in production 
will not be translated into higher export volume. 


After three years of negotiation, the GOI recently signed 
contracts with ARCC and Utah Exploration and Consolidation 
Coal of the U.S. and AGIP of Italy to find and produce what 
are expected to be large coal reserves in East Kalimantan. 
The GOI considers these three agreements (a hybrid between 
the production sharing contracts of the oil industry and 

the mining contracts of work) to be prototypes for additional 
coal contracts in Kalimantan with such other potential 
investors as British Petroleum, Conzinc Riotinto, Nissho 
Iwai, Mitsui, Sumitomo and Mitsubishi. 


While proven coal reserves in Kalimantan are only 109 

million tons, there are predictions that Kalimantan's 

reserves could be as large as 3-5 billion tons. While 
Indonesian coal production from expansion of the Bukit Asam 
and Ombilin mines in Sumatra is expected to rise to 1.5 

million tons by 1985 and to 4 million tons by 1989, the 
Kalimantan coal is seen as a critical element in the Indonesian 
effort to substitute other fuels for energy use and thus free 





il for export. In spite of the projected increase in 

oduction, the rapid increase in coal consumption, par- 

cularly for power generation and cement production, 
means that Indonesia still may need to import up to 5 
million tons per year from 1983 through the end of the 
decade. 


AGRICULTURE - ANOTHER RECORD RICE CROP 


lthough the modern industrial and commercial sectors are 
rowing, agriculture still accounts for about two-thirds 
employment and close to one-third of Indonesia's GDP. 
igriculture's share of GDP has been declining, although 
lowly. This sector attracts about 20 percent of domestic 
k credit applications and loans realized but only about 
percent of total foreign investment, which drops to 
percent when forestry and fisheries are dropped from 
le agricultural total. Agriculture receives about 15 
percent of foreign aid from all sources, and has been 
allocated 15 percent or $1:5 billion in the FY 1981/82 
Lopment budget focused on irrigation, plantations, and 
on/research/extension. Processing industries relying 


cicultural/rural product inputs, have been growing 
, particularly consumer - ready foods, beverages, 
eee: and paper. Agricultural product process- 
nd packaging offer significant and growing opportunities 
S. machinery and equipment sales. 
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Government efforts to apply green revolution methods have 
been largely successful with programs to increase rice 
production to meet increasing demand and growing popula- 
tion needs. Indonesia in 1980 produced a record rice crop 
of around 20 million tons, continuing more than a decade 
of near 4 percent annual growth in production of this chief 
food staple. Present indications are that the 1981 rice 
crop will exceed 1980's record production by as much as 
percent. This places Indonesia in an excellent food 

urity position, with the highest stocks on record. Rice 
atte will be minimal over the next several months. 
Yevertheless, most observers are cautious in concluding 

t Indonesia has reached rice self-sufficiency since per 

ipita consumption is rising and the present ample supply 

ituation developed during two years of outstanding weather. 





INDONESIA SEEKING WIDE RANGE OF FOREIGN INVESTMENT 


The Indonesian Government continues to encourage new 
foreign investment. The Indonesian Investment Mission to 
Europe, Canada, and the United States in the spring of 
1981 symbolized its desire to attract foreign investment 
for broad-based industrial and agricultural development. 
The initial responses have been quite favorable to the 
former, but interest continues to lag in the latter because 
of the prohibition of using land as collateral in Indonesia. 
Among the U.S. firms with applications for joint ventures 
near completion are automotive parts, heavy equipment, 

and steam generation equipment. 


The Investment Coordinating Board (BKPM) was given addi- 
tional authority in July to coordinate the implementation 
of the investments which it approves and to link those 
investments to the national development plan. A new 
Deputy at BKPM will oversee the major development projects 
and ensure that infrastructural support is provided by the 
various ministries. 


The List of Priorities (DSP) for investment issued in 
October contained a separate listing for 105 top priority 
investment areas which will receive infrastructural and 
other government support. Of these, about 40 are open 
for foreign investment: certain agricultural food crops, 
tuna fishing, paper and pulp mills, oral contraceptives, 
basic metal products, manufacture of motors and turbines, 
industrial machinery for metal and wood working and chemical 
industry, ship building, manufacture of parts for motor 
vehicles and aircraft, and electric power generation and 
transmission. 


The Indonesian Government views foreign investment as a 
vehicle for strengthening the technological capabilities 
and management skills of domestic Indonesian enterprises. 
Consequently, all new foreign investment, with few excep- 
tions, must be in the form of a joint venture with an 
Indonesian partner. Government regulations require that 
the Indonesian share in a ioint venture be at least 20 
percent initially and increased gradually to 51 percent 
within 10 years after the operation commences. Certain 
business undertakings may be wholly foreign owned provided 
production is solely for export and facilities are located 
in bonded areas, export-processing zones, or the special 
industrial zone on Batam Island near Singapore. In 
addition to Indonesian participation in the ownership of 

a foreign venture, the government actively encourages the 





widest possible participation of Indonesians in the manage- 
ment and operation of the firm. The government expects 
that the number of expatriate personnel in the joint 
venture will be reduced over time and that Indonesian per- 
sonnel will be given adequate training and job experience 
to enable them to rise to senior management levels. 


Non-petroleum investments approved by the BKPM between 
1967 and 1980 total over $9 billion, of which 

$571 million were U.S. investments, or 6.3 percent. 

During 1980, 16.2 percent of the total--$99 million of the 
$614 million net investment--was by U.S. firms. 


IMPLICATIONS FOR THE UNITED STATES 


Rapid Growth in Two-Way Trade in 1980 


Based on U.S. trade statistics, two-way trade in 1980 
between the United States and Indonesia totaled $6.7 billion, 
an increase of $2.1 billion or 45 percent over 1979. U.S. 
exports to Indonesia at $1,544 million were up 58 percent 
while imports from Indonesia were up 43 percent to $5,182 
million. U.S. statistics for the first six months of 1981 
show U.S. exports off slightly compared to the same period 
in 1980 while Indonesian exports to the U.S. have risen 

10 percent over the same period. In 1980, 80 percent of 
U.S. imports from Indonesia were petroleum and petroleum 
products ($4,156 million). Next in importance were rubber 
($430 million), coffee ($230 million), unwrought tin 

($104 million), electronic components and parts ($51 million), 
natural gas ($40 million), and spices ($39 million). Major 
U.S. exports to Indonesia were: agricultural products - 
$302 million --wheat ($135 million), cotton ($112 million), 
rice ($67 million), oil seeds ($57 million); chemical 

and related products - $259 million -- synthetic resins 
($101 million), organic chemicals ($63 million); and 
machinery and transport equipment - $562 million -- 
aircraft ($281 million) and engineering and contracting 
equipment ($69 million). Indonesia in 1980 was the 14th 
largest U.S. trading partner. During the same period, the 
U.S. ranked second after Japan in providing 13 percent of 
Indonesia's imports and taking 20 percent of Indonesia's 
exports. 





Project Financing 


World Bank and Asian Development Bank projects in Indonesia 
continue to be of considerable interest to American 
business. Many of these projects have provided sales 

and service opportunities for competitive firms while 

other projects concentrated in infrastructural and train- 
ing areas are providing the foundation for viable private 
sector development in the future. Combined World Bank 

and ADB loans to Indonesia approached $1 billion in 1980 
and will likely remain at $1-1.3 billion annually for the 
next few years. 


As the Indonesian current account moves into deficit, 

project and export credit financing will likely become 

even more important than they have been in the past. This 

factor will tax the creativity of American business, banking 

and the Export-Import Bank to compete with increasingly aqgressive 
European competition. Japan, of course, remains the major 
competitive export sales presence in Indonesia, but this 

market is rapidly becoming a "target of opportunity" for 
aggressive European salesmanship and imaginative, innovative 
European financing proposals. 


Competing for Major Projects 


The continuing GOI program of economic development includes 
high levels of planned activity in major capital projects 

and an expanded effort to increase basic industrializaton, 
both of which offer excellent opportunities for increased 
U.S. involvement. The government is constructing or is 
planning major projects in refineries, LNG expansion, petro- 
chemicals, power--both distribution and transmission--mining, 
particularly in coal, cement and wood products and paper. 

The private sector interest in cement, forestry and wood 
products is especially pronounced and offers excellent sales 
opportunities for American firms. The government is encourag- 
ing investment in backward and forward linkages in areas 

such as automotive manufacturing and agro-industry. There 

is considerable American private investment interest in these 
areas which would likely increase the chances for American 
follow-on sales. American firms interested in actively 
following Indonesian projects should visit the area regularly 
and consider appointing an aggressive Indonesian agent. 


American firms interested in competing for large Indonesian 
contracting and tendering opportunities should be aware of 





new government measures which seek to promote local industry, 
"pribumi" enterpreneurship, the transfer of technology and 
increased employment. KEPPRESS 10, issued in January 1980, 
established a Procurement Guidance Team which reviews all 
government procurement contracts over Rp. 500 million ($800,000) 
for price and compliance with government policies to promote 
domestic products and services. KEPPRES 14A, issued in March 
1980, regulates the exnenditure and management of state budget 
funds to ensure that the provisions which establish preferential 
treatment for domestic suppliers are observed. In awarding major 
contracts, the Indonesian Government examines other factors in 
addition to price, quality and delivery terms. Of narticular 
is the use of local materials and the development 
2 expertise. In addition, the government 
1 announced that willingness to help stimulate 
non-oil exports would be another factor taken into 
tion in awarding contracts. 


Interested U.S. firms should request from the U.S. Denartment 
of Commerce the Embassy's periodic comprehensive Major Projects 
List which is updated regularly. This list, in addition to 
projects by name and noting estimated cost, also 
the funding source, projected agreement/contract date, 
the name and address of key contacts Firms wanting 
Indonesia will also be interested in the schedule of 
romotion events planned in Indonesia by the Foreign 
ial Service for Calendar Year 1982. Events include both 
and video catalog exhibits as well as technical seminars 
thenes such as machine tools, pumps, valves and compressors, 
y and security equipment, architecture, construction and 
ar teeel ae. medical instrumentation, telecommunications equip- 
ment, petrochemical equipment, solar and alternate energy and 
education and business systems. Most of these events are 
scheduled to be held in connection with a program of major 
specialized international trade exhibitions which was initiated 
in November 1981. This series includes ''Machine Tools Indonesia" 
(December 1981), "Construction Indonesia" (March 1982), "Hospital 
Indonesia" (April 1982), "Business Indonesia" (September 1982) 
and 'Production Indonesia" (November 1982). These exhibitions 
offer an excellent opvortunity for entering the Indonesian market. 


Detailed and up-to-date information on market prospects and 
selling in Indonesia, as well as the above exhibitions and 
Commerce-sponsored participation in them, can be obtained from 
the Department of Commerce, (ASEAN/South Asia Group, Office 

of Country Marketing, International Trade Administration, U.S. 
Department of Commerce, Washington, D.C. 20230) and its field 
offices in most major U.S. cities. Particularly useful for 
newcomers to the market are two Commerce Devartment vublications: 





"Indonesia: A Survey of U.S. Business Opportunities" and 
"Marketing in Indonesia.'' Studies on a number of key sectors 

and product markets in the Indonesian economy are also available. 
Companies will also find the Economic and Commercial Sections 

of the American Embassy in Jakarta and the American Consulates 

in Medan and Surabaya valuable sources of information, assistance, 
and advice on doing business in this market. 








Looking 
for 
Something 


Check our comprehensive listing of new 
U.S. products advertised in COMMER- 
CIAL NEWS USA in 1980. The New 
Products Annual Directory lists every- 
thing from agricultural equipment to 
computers to industrial machinery to 
sporting goods and lots more! And it 
tells you how to contact the manufac- 
turer! 


A LIMITED NUMBER OF COPIES ARE 
STILL AVAILABLE! Contact your 
nearest U.S. Embassy or Consulate for 
information or write: 


o 
5 
; 
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COMMERCIAL NEWS USA 

Room 4009 

Export Communications Section 
Office of Export Marketing Assistance 
International Trade Administration 
U.S. Department of Commerce 
Washington, D.C. 20230 U.S.A. 





WHO, ME? EXPORT? YES, YOU! 


You don’t have to be a big corporation to sell 
your products overseas. If you’ve been success- 
ful in the domestic market, chances are good 
you could do well in the world markets—and 
reap the profits 


BUT HOW DO | START? 


question. We have a handy, step- 
> book with the answers. Just send 
below, and we'll show you how 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Expo ns greater profits and increased 
company growth for American businesses— 
your business. It also creates jobs for 
Americans, contributes to a healthier economy, 
and strengthens our international trade posi- 
tion. Exporting is not only good for you—it’s 
good for America 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 
NTERNATIONAL TRADE 
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ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
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